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Fitch Downgrades SCANA to 'BB'/SCE&G to 'BB+'; Maintains Rating Watch Evolving

 

Fitch Ratings-New York-08 August 2018: Fitch Ratings has downgraded the long-term Issuer Default Ratings
(IDRs) of South Carolina Electric and Gas Co (SCE&G) and its parent SCANA Corp. (SCANA) by one notch to
'BB+' and 'BB', respectively. Fitch also downgraded the ratings of Public Service Company of North Carolina
(PSNC) by one notch, to 'BB+', given the rating linkage with its parent, SCANA. Concurrently, the short-term IDRs
of SCE&G and PSNC were downgraded to 'B' from 'F3' while the short-term IDR of SCANA was maintained at 'B'.
The downgrades follow the absence of injunctive relief blocking the recently enacted 14.8% electric rate cut. While
the company is likely to appeal the Aug. 6, 2018 order from the U.S. District Court, the rate cut will be implemented
with SCE&G's August billing cycle which began on Aug. 7, 2018. As such, SCE&G will collect 14.8% less electric
revenue on an ongoing basis until the South Carolina Public Service Commission (PSC) issues an order in a multi-
docketed proceeding, which is expected by Dec. 21, 2018. Additionally, SCE&G will credit customers on the August
bills for the rate cut retroactive to April 1, 2018. The rate cut was ordered by the PSC to comply with Act 258, which
resulted from the passage of HB4375. As per the legislation, the new rate is considered an "experimental rate" until
the PSC issues a final order.  
 

If allowed to stand, Fitch considers the magnitude of the cut to be detrimental to SCE&G's and SCG's credit
metrics, even after consideration of SCG's 80% reduction of the common dividend. Despite the legislature's
characterization of the new rate as "temporary," Fitch is concerned that the expected December order could be of
the same magnitude. If the PSC issues an order in December 2018 with a permanent cut of a similar magnitude,
additional downgrades may be warranted. If the 14.8% rate cut were to be permanent, Fitch expects SCG's Total
Adjusted Debt/EBITDAR to average around 6x over the next three years and SCE&G's to average around 5.7x,
both above Fitch's previously stated downgrade thresholds of 5.5x and 5.0x, respectively.  
 

Fitch also notes important changes to South Carolina utility regulation contained in HB4375 that could result in the
continuation of SCG's adversarial regulatory relationship. Fitch acknowledges the existence of additional state and
federal investigations into various aspects of the terminated nuclear project, but believes that at this time none have
reached a level to have rating implications.  
 

Fitch's Rating Watch Evolving also considers the potential positive implications of the proposed merger between
SCG and Dominion Energy (DEI, BBB+/Stable). If the merger were to be consummated as originally envisioned,
Fitch expects a stabilization of SCG's and SCE&G's credit metrics, albeit at a lower level, if the 14.8% rate cut is
upheld. Given the animosity exhibited by the interventionist state legislature, it is not clear if there will be support of
DEI's proposed regulatory solution. An order is expected in DEI's proposal by Dec. 21, 2018 as part of the
aforementioned multi-docketed proceeding. SCG shareholders approved the merger on the DEI merger on July 31,
2018.  
 

KEY RATING DRIVERS 

 

Adverse Regulatory Environment: The ratings reflect the sharp deterioration in the legislative and regulatory
environment in South Carolina since abandonment of the new nuclear project in July 2016. In addition to HB4375's
legislatively mandated 14.8% rate cut, changes to definitions and statutory components of the state's utility
regulation are likely to result in diminished regulatory support, in Fitch's opinion. Among such items are an
expansive definition of prudence, removal of the mandate that the Office or Regulatory Staff (ORS) must consider
preservation of a utility's financial integrity, and granting the ORS subpoena powers. A second bill (SB954) passed
by the Legislature orders the PSC to deviate from the statutory six-month limit on rate proceedings and prohibits an
order in the multi-docketed proceeding before Nov. 1, 2018. SCG has filed a lawsuit in federal court alleging that
HB4375 and SB954 constitute an unlawful taking of private property and violate due process, among other issues.
The company failed to garner injunctive relief to stay the immediate implementation of the two laws and the

Exhibit __ (EL-1) 
Page 1 of 6

ELEC
TR

O
N
IC
ALLY

FILED
-2018

Septem
ber24

6:09
PM

-SC
PSC

-D
ocket#

2017-305-E
-Page

2
of7

FitchRatings



8/8/2018 [ Press Release ] Fitch Downgrades SCANA to 'BB'/SCE&G to 'BB+'; Maintains Rating Watch Evolving

https://www.fitchratings.com/site/pr/10040895 2/6

accompanying rate cut.  
 

Financial Policy and Capital Structure: Management's financial policy, including targeted leverage and allocation of
capital, will be key rating drivers going forward. The company recently cut its dividend by 80%, preserving
approximately $275 million in cash annually. Nonetheless, if the recently ordered 14.8% rate reduction where to be
made permanent, there would be a significant effect on SCG and SCE&G's credit metrics. Fitch expects SCG's total
adjusted debt/EBITDAR to average around 6.0x over the next three years and SCE&G's to average around 5.7x,
both above Fitch's previously stated downgrade thresholds of 5.5x and 5.0x, respectively. 
Acquisition by DEI: The acquisition by DEI, as currently proposed, would enhance SCG's credit quality as it would
bring SCG into the fold of a larger and better capitalized entity. If the merger were to be consummated as originally
envisioned, Fitch expects a stabilization of SCG's and SCE&G's credit metrics and would consider an upgrade. An
order is expected in DEI's proposal by Dec. 21, 2018 as part of the aforementioned multi-docketed proceeding.
SCG shareholders approved the merger with the DEI on July 31, 2018. 
 

Parent/Subsidiary Rating Linkage: Fitch focuses on operational ties between SCG, SCE&G and PSNC in assessing
the rating linkage between them, in accordance with its criteria for subsidiaries with stronger credit profiles than
their parents. Fitch assesses the operational ties as strong given the shared management and centralized treasury
operations. In addition, SCE&G generates the majority of SCG's earnings while PSNC relies on equity infusions
from SCG to implement its expansion program. As a result, Fitch currently rates SCE&G and PSNC one-notch
above SCG.  
 

DERIVATION SUMMARY 

 

SCG, as a stand-alone entity with the current nuclear recovery uncertainty, is weakly positioned compared with
IPALCO Enterprises, Inc.'s (BB+/Positive), given the more constructive and predictable regulatory environment of
IPALCO's subsidiary, Indianapolis Power and Light Company (BBB-/Positive). IPALCO's greater earnings and cash
flow visibility more than offset its higher proportion of parent-level debt. Historically, SCG has had a slightly more
favorable business profile as compared to DPL, Inc. (BB/Positive) given SCG's predominant regulated operations.
However, DPL is in the process of divesting the generation assets owned by AES Ohio Generation LLC, a non-
regulated subsidiary. Additionally, Ohio's regulatory construct, while still in transition, is more constructive than what
is playing out in South Carolina. In addition, Ohio regulators continue to demonstrate a willingness to take actions to
protect the financial integrity of its utilities. 
 

SCE&G is a vertically integrated regulated utility company operating exclusively in South Carolina. SCE&G's credit
profile is constrained by the heightened regulatory and legislative risk related to the abandonment of its nuclear
expansion project. SCE&G has a smaller scale and balance sheet than Georgia Power Company (A-/Negative),
which undertook similar new nuclear construction risk. SCE&G and Dayton Power & Light Company (DP&L)
(BBB-/Positive) both operate regulated assets with evolving regulatory constructs. 
 

KEY ASSUMPTIONS 

 

SCG and SCE&G 

--14.8% rate reduction through the forecast period attributable to costs currently being collected for VC Summer
Nuclear;  
--Additional new nuclear development (NND) impairment of $1.67 billion; 
--Columbia Energy Center recovered through rates in 2021; 
--Reduction of the $2.45 annual dividend by 80% ($344 million to $70 million). 
 

PSNC 

--Volume growth around 2.0% in the intermediate term; 
--Approximately $700 million of capex through 2020; 
--Equity advances to maintain 40/60 debt/equity capital structure. 
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RATING SENSITIVITIES 

 

SCG 

Developments that May, Individually or Collectively, Lead to Positive Rating Action 

The ratings could be upgraded if the merger into DEI closes as proposed and the issues surrounding the
abandoned nuclear plants are resolved in a credit supportive manner. Ratings could be upgraded if recovery
mechanisms for the stranded nuclear assets and management's financial policy result in SCG's adjusted
debt/EBITDAR stabilizing at/or below 4.5x. 
 

Developments that May, Individually or Collectively, Lead to Negative Rating Action 

--The merger with DEI fails to close; 
--Availability under committed liquidity facilities and anticipated internally generated cash flows falling short of
expected obligations due in the next 12 months-18 months;  
--Unfavorable terms for the recovery of stranded costs and/or material unrecoverable costs; 
--Adjusted debt/EBITDAR consistently and materially exceeding 5.5x; 
--Ring-fencing provisions that restrict cash inflows from SCE&G to SCG. 
 

SCE&G 

Developments that May, Individually or Collectively, Lead to Positive Rating Action 

The ratings could be upgraded if the merger into DEI and resolution of new nuclear issues result in SCE&G's
adjusted debt/EBITDAR stabilizing around 3.5x-4.0x. 
 

Developments that May, Individually or Collectively, Lead to Negative Rating Action 

Future developments that may, individually or collectively, lead to a negative rating action include: 
--The merger with DEI fails to close; 
--Availability under committed liquidity facilities and anticipated internally generated cash flows falling short of
expected obligations due in the next 12 months-18 months.  
--Unfavorable terms for the recovery of stranded costs, and/or material unrecoverable costs;  
--Continued deterioration in the regulatory and legislative environment in South Carolina; 
--Adjusted debt/EBITDAR consistently and materially exceeding 5.0x. 
 

PSNC 

Developments that May, Individually or Collectively, Lead to Positive Rating Action 

Positive rating action is predicated upon a rating upgrade of SCG given PSNC's rating linkage with its parent. Fitch
could widen the rating differential between the IDRs of PSNC and SCG if strong ring-fencing provisions were
enacted. 
 

Developments that May, Individually or Collectively, Lead to Negative Rating Action 

--Given the strength of the credit metrics for the current ratings, a downgrade of parent SCG below the current 'BB+'
represents the greatest likelihood of a PSNC downgrade. While less likely given the headroom, a downgrade could
also occur if adjusted debt/EBITDAR exceeds 5.5x on a sustained basis. 
 

LIQUIDITY 

 

As of June 30, 2018, SCG had about $337.6 million available under its $400 million five-year credit agreement
(expiring in December 2020) while SCE&G (inclusive of South Carolina Fuel Co.'s facilities) had $842.2 million
available under $1.4 billion of consolidated committed credit agreements ($1.2 billion maturing in December 2020
and $200 million maturing in December 2018). PSNC had about $169.1 million available under its $200 million
credit agreement. Additionally, SCG held $238 million cash and cash equivalents as of June 30, 2018, of which
$222 million was at SCE&G. As of June 30, 2018, outstanding CP balances are as follows: SCG--$29 million,
SCE&G--$457.5 million, and PSNC--$30.9 million. SCE&G has two first mortgage bond maturities in November
2018 totalling $550 million. Not giving effect to potential refinancing or retirement of the November maturities as of
Dec. 31, 2017, the company has the ability to issue approximately $1 billion in additional mortgage debt. If SCE&G
is not able to refinance the bonds in the corporate market, Fitch expects the company to be able to access its credit

Exhibit __ (EL-1) 
Page 3 of 6

ELEC
TR

O
N
IC
ALLY

FILED
-2018

Septem
ber24

6:09
PM

-SC
PSC

-D
ocket#

2017-305-E
-Page

4
of7



8/8/2018 [ Press Release ] Fitch Downgrades SCANA to 'BB'/SCE&G to 'BB+'; Maintains Rating Watch Evolving

https://www.fitchratings.com/site/pr/10040895 4/6

lines. 
 

FULL LIST OF RATING ACTIONS 

 

Fitch has downgraded the following ratings and maintained the Rating Watch Evolving: 
SCANA Corporation 

--Long-term IDR to 'BB' from 'BB+'; 
--Senior unsecured debt to 'BB'/'RR4' from 'BB+';  
 

South Carolina Electric & Gas Co. 
--Long-term IDR to 'BB+' from 'BBB-'; 
--First mortgage bonds to 'BBB'/'RR1' from 'BBB+'; 
--Senior unsecured debt to 'BBB-'/'RR2' from 'BBB'; 
--Short-term IDR to 'B' from 'F3'; 
--Commercial paper to 'B' from 'F3'. 
 

Public Service Company of North Carolina, Inc. 
--Long-term IDR to 'BB+' from 'BBB-'; 
--Senior unsecured debt to 'BBB-'/'RR2' from 'BBB'; 
--Short-term IDR to 'B' from 'F3'; 
--Commercial paper to 'B' from 'F3'. 
 

South Carolina Fuel Company  
--Commercial paper to 'B' from 'F3'. 
 

Fitch has maintained the following ratings on Rating Watch Evolving: 
SCANA Corporation 

--Short-term IDR of 'B'; 
--Commercial paper of 'B'. 
 

Contact:  
 

Primary Analyst 
Barbara Chapman, CFA 

Senior Director 

+1-646-582-4886 

Fitch Ratings, Inc. 
33 Whitehall Street 
New York, NY 10004 

 

Secondary Analyst  
Shalini Mahajan, CFA 

Managing Director 

+1-212-908-0351 

 

Committee Chairperson 

Philip Zahn, CFA 

Senior Director 

+1-312-606-2336 

 

Summary of Financial Statement Adjustments - No financial statement adjustments were made that were material
to the rating rationale outlined above. 
 

Media Relations: Sandro Scenga, New York, Tel: +1 212 908 0278, Email: sandro.scenga@fitchratings.com 
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Additional information is available on www.fitchratings.com 

Applicable Criteria  
Corporate Rating Criteria (pub. 23 Mar 2018) (https://www.fitchratings.com/site/re/10023785) 

Corporates Notching and Recovery Ratings Criteria (pub. 23 Mar 2018)
(https://www.fitchratings.com/site/re/10024585) 

Parent and Subsidiary Rating Linkage (pub. 16 Jul 2018) (https://www.fitchratings.com/site/re/10036366) 

 

Additional Disclosures 

Dodd-Frank Rating Information Disclosure Form (https://www.fitchratings.com/site/dodd-frank-disclosure/10040895) 

Solicitation Status (https://www.fitchratings.com/site/pr/10040895#solicitation) 

Endorsement Policy (https://www.fitchratings.com/regulatory) 

 

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ
THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC
WEB SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE
AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS
OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES
ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. DIRECTORS AND
SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT
HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE PROVIDED ANOTHER
PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS
SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN
BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE. 
 

Copyright © 2018 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004.
Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in
part is prohibited except by permission. All rights reserved. In issuing and maintaining its ratings and in making
other reports (including forecast information), Fitch relies on factual information it receives from issuers and
underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the
factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification
of that information from independent sources, to the extent such sources are available for a given security or in a
given jurisdiction. The manner of Fitch's factual investigation and the scope of the third-party verification it obtains
will vary depending on the nature of the rated security and its issuer, the requirements and practices in the
jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and nature of
relevant public information, access to the management of the issuer and its advisers, the availability of pre-existing
third-party verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports,
engineering reports, legal opinions and other reports provided by third parties, the availability of independent and
competent third- party verification sources with respect to the particular security or in the particular jurisdiction of the
issuer, and a variety of other factors. Users of Fitch's ratings and reports should understand that neither an
enhanced factual investigation nor any third-party verification can ensure that all of the information Fitch relies on in
connection with a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers are
responsible for the accuracy of the information they provide to Fitch and to the market in offering documents and
other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including independent
auditors with respect to financial statements and attorneys with respect to legal and tax matters. Further, ratings
and forecasts of financial and other information are inherently forward-looking and embody assumptions and
predictions about future events that by their nature cannot be verified as facts. As a result, despite any verification
of current facts, ratings and forecasts can be affected by future events or conditions that were not anticipated at the
time a rating or forecast was issued or affirmed.  
The information in this report is provided "as is" without any representation or warranty of any kind, and Fitch does
not represent or warrant that the report or any of its contents will meet any of the requirements of a recipient of the
report. A Fitch rating is an opinion as to the creditworthiness of a security. This opinion and reports made by Fitch
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are based on established criteria and methodologies that Fitch is continuously evaluating and updating. Therefore,
ratings and reports are the collective work product of Fitch and no individual, or group of individuals, is solely
responsible for a rating or a report. The rating does not address the risk of loss due to risks other than credit risk,
unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports
have shared authorship. Individuals identified in a Fitch report were involved in, but are not solely responsible for,
the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating is
neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the
issuer and its agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any time
for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a
recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the
suitability of any security for a particular investor, or the tax-exempt nature or taxability of payments made in respect
to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating
securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per
issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or
guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from
US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination
of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with any
registration statement filed under the United States securities laws, the Financial Services and Markets Act of 2000
of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic
publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to
print subscribers.  
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial
services license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only.
Credit ratings information published by Fitch is not intended to be used by persons who are retail clients within the
meaning of the Corporations Act 2001 

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally Recognized
Statistical Rating Organization (the "NRSRO"). While certain of the NRSRO's credit rating subsidiaries are listed on
Item 3 of Form NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO (see
https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed on Form NRSRO (the
"non-NRSROs") and therefore credit ratings issued by those subsidiaries are not issued on behalf of the NRSRO.
However, non-NRSRO personnel may participate in determining credit ratings issued by or on behalf of the
NRSRO.
SOLICITATION STATUS

The ratings above were solicited and assigned or maintained at the request of the rated entity/issuer or a related
third party. Any exceptions follow below.

UNSOLICITED ISSUERS

Entity/Security ISIN/CUSIP/COUPON RATE Rating Type Solicitation Status

South Carolina Fuel Company USCP 4(2)/ 144A D - Short Term Rating Unsolicited

Fitch Updates Terms of Use & Privacy Policy

We have updated our Terms of Use and Privacy Policies which cover all of Fitch Group’s websites. Learn more
(https://www.thefitchgroup.com/site/policies).

Endorsement Policy

Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by regulated entities
within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit rating
agencies, can be found on the EU Regulatory Disclosures (https://www.fitchratings.com/regulatory) page. The
endorsement status of all International ratings is provided within the entity summary page for each rated entity and
in the transaction detail pages for all structured finance transactions on the Fitch website. These disclosures are
updated on a daily basis.
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